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CGeneral Information Letter: Response to questionnaire on Illinois tax
treatnent of enpl oyee benefit prograns.

April 20, 2000

Dear :

This is in response to your letter received March 2, 2000 in which you
request a Letter Ruling. Departnent of Revenue (“Departnent”) regulations
require that the Departnent issue only two types of letter rulings, Private
Letter Rulings (“PLRs”) and GCeneral Information Letters (“GLs”). PLRs are

i ssued by the Departnent in response to specific taxpayer inquiries concerning
the application of a tax statute or rule to a particular fact situation. A PLR
is binding on the Departnment, but only as to the taxpayer who is the subject of
the request for ruling and only to the extent the facts recited in the PLR are
correct and conpl ete. G Ls do not constitute statenents of agency policy that
apply, interpret or prescribe the tax laws and are not binding on the Departnent.

Al t hough you have not specifically requested either type of ruling, the nature of
your question and the information provided require that we respond only with a
G L.

Upon review of the information supplied in your letter it appears that Illinois
follows the Federal guidelines for contributions to the indicated plans.
However, for certain deferred compensation plans and IRA's, Illinois differs in

that it does not tax distributions from them Determ nation of net incone for
Illinois incone tax purposes begins with federal adjusted gross inconme (“Ad”).
Accordingly, any sum properly excluded or deducted from inconme for federal
purposes prior to the determnation of A@ is effectively excluded from incone

for Illinois purposes. Section 203 of the Illinois Income Tax Act (“1I1TA”) adds
back certain anpbunts of income to federal AG (copy enclosed) but the
nmodi fications do not enconpass the itenms on your |ist. Hence, Illinois follows

federal practice for these itens.

1. 401(k) Plans — a qualified cash or deferred conpensation arrangenent which
is part of a profit sharing or stock bonus plan or any qualified plan.

Answer 1: Sunms contributed to a section 401(k) before-tax salary deferrals are
not part of federal adjusted gross incone in the year of deferral and are not

added back in determning Illinois base income subject to Illinois incone
t axati on.
2. 403(b) Plans - Tax Sheltered Annuity is an annuity contract that 1is

purchased under a qualified plan covering certain enployees or education
institutions and tax exenpt organi zati ons.

Answer 2: Al amounts included wthin the provisions of [|IRC 403(b) are
subtracted from base income by section 203(a)(2)(F) of the IITA

3. 408(k) Plans — Sinplified Enployee Pensions which can include a salary
reduction arrangenent where an enployee elects to make pre-tax
contributions.

Answer 3: Al anmounts included within the provisions of IRC 408 are subtracted
from base i ncome by section 203(a)(2)(F) of the IITA
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4. 414(h) Plans — Enployer Pick Up Plans, Governnent plans that are “picked up”
by the enployer are treated by enployer contributions. A contribution is
picked up if it is nmade in the enployee’'s nane but the enployee is never
actually charged for it. Trust or annuity plan

Answer 4: |If these suns are excluded from Federal AG@ then no section of the
Il TA woul d add them back to base inconme for Illinois taxing purposes.
5. 457 Plans — A deferred conpensation plan for enployees of state and | ocal

governments and tax exenpt organi zati ons.

Answer 5: Al anmounts included within the provisions of IRC 457 are subtracted
from base incone by section 203(a)(2)(F) of the |IITA except for exenpt
organi zati ons under | RC 457.

6. 501(c)(18) Plans — a trust which is part of a pension plan that is funded by
enpl oyee contributions only. The plan should have been established prior to
July of 1959.

Answer 6: To the extent that these are not included in Federal AQd they are
excl uded from base inconme under the Il TA

7. SI MPLE Pl ans\ - enployee contributions into a SIMPLE deferred conpensation
plan. For small enployers, up to $6000.00 per year can be contri buted.

Answer 7: Pursuant to Section 203(a)(2)(F), there is a subtraction nodification
fromfederal AG in determning an individual’s base incone for such anopunts.

8. SEPS — Sinplified enployee pensions are IRA's to which enployer’s can nake
contributions beyond the wusual IRA Ilimts. See 408(k) for enployee
contributions to SEP's. TH S | TEM RELATES TO EMPLOYER CONTRI BUTI ONS

Answer 8: Illinois defaults to the Federal government on this matter
9. EMPLOYER MATCH OR COVPUTATI ONS to any of the above indicated plans.
Answer 9: Illinois defaults to the Federal government on this matter

Speci al Conpensation Itens

10. Awards, gifts, prizes for performance, productivity etc.

Answer 10: Illinois defaults to the Federal government on this matter
QUESTI ONS 11- 29.

Answer to Questions 11 - 29: See answer to question 10.

30. I ndi vidual retirenent accounts — Enpl oyee contri butions.

Answer 30: To the extent these suns are excluded from federal AQG, Illinois has
no provision to add back such suns.



I T 00-0040-G L
April 20, 2000

Page 3
31. I ndi vidual retirenent accounts — Enpl oyer contributions.
Answer 31: To the extent these suns are excluded from federal AQG, Illinois has

no provision to add back such suns.

32. Enpl oyer paid Long Term Disability prem uns.

Answer 32: Illinois defaults to the Federal government on this matter.
QUESTIONS 33 — 34

Answer to Questions 33-34:

Answers 33-34: See question 32.

35. Non-qualified deferred conpensation plans — funded.

Answer 35: To the extent these suns are included in federal AG, they wll also
be included in Illinois base income.

36. Non-qualified deferred conpensation plans — unfunded.

Answer 36: To the extent these suns are included in federal AG, they wll also
be included in Illinois base i ncome.

37. Fri nge Benefits.

Answer 37: Illinois defaults to the federal governnent on this matter.

QUESTI ONS 38 - 50.

Answer to Questions 38 - 50: See question 37.

51. Qualified transportati on expenses. Currently, on the federal level up to
$175.00 per nonth of parking expenses and up to $65.00 per nonth of
gualified transportati on expenses such as transit passes are excluded from
t axati on. In addition, legislation was passed that now allows these

benefits to be treated as a salary reduction. They are not permtted as
part of a Section 125 Cafeteria Plan or as a flexible spending arrangenent.

Answer 51: If these sunms are excluded from federal AGQ, they wll be excluded
fromlllinois incone taxes.

As nentioned above, this is nerely a general information letter and not a
statenent of policy and is not binding upon the Departnment. | hope that this has
been hel pful to you. The Departnent maintains a website, which can be accessed
at www. revenue. state.il.us. If you have additional questions please feel free to

contact ne at the above address.
Very Truly Yours,

Char| es Mat oesi an
Associ ate Counsel - |Incone Tax



